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CRASH SURVIVABILITY

As | write this, | am just finishing Garth
Turner's newest book “The Defence -
Guarding Your Money in Uncertain
Times’ (see book review page 7). If you
really want to know what’ s going on with the
world and the markets, and what you should
be doing to protect your hard earned assets -
buy the book and read it.

Now for my two cents worth which can
be summed up asthis:

Quality - Balance - Diversification
If you had a portfolio made up of the

following asset classes:

Foreign Equities

Canadian Equities

Canadian Bonds

Cash and near cash (money market)
and if your foreign equities were spread out

over the US, Europe, and the rest of the
world - you probably either broke even, or
are up or down a couple of percent from
where you were twelve months ago (see
sample portfolios on following page).

If you ignored balance and diversifica-
tion in order to chase performance, to time
the market, or jumped from one industry
sector to another, well you either lucked-in
or you didn’t.

How are investors reacting to the recent
turn of events? In the CNN Financial Net-
work on-line poll, 67% of the respondents
were more worried about the state of the
economy than they were six months ago. In
the same poll, 30.88% said that they had
made big changes to their portfolios in the
previous four weeks. The next one is inter-

(Continued on page 2)
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Fidelity - Sample Portfolio One Year
Canadian Growth 50% -0.12%
Canadian Bond 30% 7.50%
Growth America 5% 6.70%
European Growth 5% 17.60%
International 10% 3.90%

Weighted Return 100% 3.79%

Three Year| |Bglance and Diversifica-
14.60% . . .
10.10%| [fion In operation. Even
16.70% |with a fund that lost
20.80%| |48.80% over the last
15.60%| |twelve months in the sec-
13.77%| |ond portfolio, it isn’t the

Here is the same portfolio with the Fidelity Emerging
Market Fund substituted for the International Fund:

end of the world.

It is not enough to throw

Fidelity - Sample Portfolio One Year
Canadian Growth 50% -0.12%
Canadian Bond 30% 7.50%
Growth America 5% 6.70%
European Growth 5% 17.60%
Emerging Markets 10% -48.80%

Weighted Return 100% -1.48%

Three Year .
14.60% off a retirement plan
10.10%| |based upon a 10%
16.70%| |growth rate.
20.80%
123.61% /
9.84%

(Continued from page 1)

esting: 29.03% moved money from stocks
to CD/Money market and 28.73% moved
money from CD/Money market to stocks.

The last question was informative
“Finaly, if the Dow were to fall another 10
percent this year what would you do? An-
swer: 58.23% would buy stocks and 38.84%
would continue holding. Four percent would
sell their stocks and the remainder would
stuff their money under the mattress.

The vast mgjority, 92%, have decided
that they are holding the course or going
shopping.

To go to CNN’s gspecial report on
“Investing in Troubled Times’ go to this
link: http://www.cnnfn.com/specials/invest-
ing/

If you go to this site and read some of the
articles you will see an expression over and
over - “flight to quality”. What is quality? |
have a simple definition for this - anything
that Warren Buffet would own. For an
example of what Warren Buffet would own,
look up the holdings of the Infinity Interna
tiona fund or the Fidelity Focus Consumer
Industries fund at either The Fundlibrary or
the Globefund sites. For Canadian content,

look up the Infinity Canadian fund or their
Income and Growth fund.

Now, back to reality: In arecent articlein
the Toronto Star, Elaine Carey, Toronto Star
Demographics Reporter pointed out that in
1951, Canadians 65 and over made up 8 per
cent of the population, or slightly more than
one million people. By 1996, there were 3.5
million seniors, more than 12 per cent of the
population. And by 2020, as baby boomers
hit old age, more than one in five Canadians
will be seniors.

So if you are a boomer, or other wise
mistrustful of the government’s ability to
support you in your golden years, then you
still haveto savefor your retirement. That
hasn’t changed.

The worst thing that you could do is
allow the media gloom and doomers to con-
vince you to do something that is not in your
best interest. That would be to pull your
money out of your investments and to let it
rot in the money market.

If you are determined to look after your
financial future, then keep these three princi-
plesin mind - quality, balance and diversifi-
cation and you will attain your objectives no
matter what happens with the markets.
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@rgentum Mutual Funds

The* Quant” Family of Funds

Have you ever played chess against a
computer and won? | came close once, but |
have never beaten the computer. So why not
a mutual fund company that selects their
fund holdings using a sophisticated model
and using all of the relevant market intelli-
gence available?

This combination certainly seems to be
working for new kid on the block -
“@rgentum Management & Research Cor-
poration”. Their funds have been kicking-
butt relative to their benchmark indexes
since their introduction in June of thisyear.

@rgentum is a new family of funds that
employs time-proven techniques of funda
mental money management with the most
advanced technological and quantitative re-
sources available.

@rgentum is the brainchild of Fred Pye.
Fred is a well-known figure in the Canadian
mutual fund industry. A few years ago Fred
could be seen at brokerages and financia
planning firms pushing a new Canadian
Fund company - Fidelity Investments. We
all know what a success story Fiddlity is
today.

I met Fred in July of this year and as it
turned out we recognized each other, but we
couldn’t figure out from where. We deter-
mined that it had to be from sailing on Lac
St-Louis. Fred is an avid sailor and he
speaks about sailing with the same passion
that he brings to the workplace. | caught up
again with Fred recently and he took some
time out from his hectic cross-country sched-
uleto answer afew questions:

Doug: Fred, canyou tell me alittle bit about
your background?

Fred: Well Doug, I've been in the invest-
ment industry since the early eighties and
have probably done every job on the street. |
started in the trenches as a floor trader, I've
pounded the pavement in New York and, |
am most known in Canada for the contribu-
tion | made to building Fidelity Investments
Canada.

Doug: What motivated you to start your own
fund company?

Frederick T. Pye, President and CEO,
@rgentum Management & Research Corp.

Fred: Opportunity mostly. Thereisno com-
pany in Canada that offers a family of quan-
titative products and all the attractive bene-
fits that come with these products. This
product-line is created for sophisticated fi-
nancial advisors and their clients who are
looking for consistent, conservative and top-
performing management.

Doug: Why doesn’'t everyone else do this?

Fred: At some point in time, most likely the
near future, fund companies one by one will
start launching quantitative products. This

(Continued on page 4)
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can’t happen overnight because the develop-
ment time can take years. | firmly believe
that it will be at least three years before
anyone will come close to what we offer.

Doug: | completed my MBA (finance) in
1982. Back then | was convinced that all
money managers used quantitative methods
to select their portfolios. When | joined the
industry | was very surprised to find out that
this was not the case. | recently read some-
where that one out of every two mutual
funds introduced in the United States is a
"quant” fund. Why isit that more managers
are not using quantitative methods and com-

analysis, which every one does, and running
aportfolio on a purely quantitative basis.

Doug: Everyone is excited about your
"market neutral” fund. There is no question
that this is the fund that has been in the
limelight these last few months because it
has performed exactly as expected. (see
graph). So now for the hardest question of all
- how does this fund work? What makes it
less risky that the S& P 500 and why would
one expect to have better than average re-
turns than the Index over the long run?

Fred: This fund employs a Conservative
Jones model. What we do is look for 15 to

T T LI T T T T T
argentum Market Meutral Port
5 &% P SEB Composite Principgal <CFUS2

The Market Neutral
Portfolio  handily
4l {out-performed the
S&P 500 during the
most recent financial
1 [crisis.

This is a non-RRSP
eligible fund with a
4]1$150,000 minimum
investment.

puter modeling to select their portfolios here
in Canada?

Fred: The biggest difference between
Canadaand the U.S. has been the availability
of data and an efficient database. If you are
going to run portfolios by computer, your
computer must know everything about al
companies, al the time. Only recently has
Canada had this database luxury through an
innovative and great firm called CPMS. We
have to be very careful to know and under-
stand the difference between using comput-
ers to analyze data to assist in fundamental

20 of the best equity investments and buy
them. Wethen look for 15 to 20 of the worst
equity investments and sell them short. By
combining both “long” and “short” positions
in one portfolio, we are able to lower the risk
and volatility of that portfolio. A traditional
mutual fund owns a diversified portfolio of
companies and will generally move up with
the market. Unfortunately it will also move
down with the market. By employing our
strategy we hope to lower the volatility by
profiting regardless of market direction.

Doug: | understand that you will do afair bit
(Continued on page 5)
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of trading. If a company no longer meets
your criteriait isout and anew oneisin. Do
your models include a factor for the cost to
effectuate atrade?

Fred: Actually our portfolios have done alot
less trading than more traditional portfolios,
but yes we did include all costs in our mod-
els.

Doug: | understand that you have some new

funds coming out? What's new on the hori-
zon?

Fred: As you know, @rgentum blends the
best of the traditional methods of money
management with the newest technology
available. Look closely for all kinds of
combinations of new products. What is most
impressive is how our initial product line is
performing. A graphic view of our Canadian
Equity portfolio versus the TSE300 is im-
pressive indeed! Thanks Doug.

I IElr*;aen.'tumIEarI'uadlianl Eq;.,li't;g F'::ur*tl I I I The @rgentum Cana-
ax TSE 188 Indesx ————— - dian Equity fund can
I a1 a1 | be seen here out-

Dgcat ch's” performing the TSE.
F-lex . The same is true of
. | their small cap fund
vs. the Nesbitt Burns
- -2|x . small cap index. Both
- | funds_ are RRSP ell_gl-
ble with a $5,000 min-
) B1 B1 a1 B1 : H
P3N Jun Jul ﬁug SE'FI 1 Imum Investment.
ek ek e k]
L-35% . | |

Canadian Equity Portfolio

Managed by Hillsdale Investment Management,
the Canadian Equity Portfolio is designed to pro-
vide core exposure to Canadian large capitalization
companies. The manager uses sophisticated quanti-
tative techniques to select the most attractive 20 to
30 stocks from the 125 largest companies on the
Toronto Stock Exchange.

Sample M easures of Valuation

Price Earnings Ratio
Thisisameasure of how the expectation of profits of the
companiesin the portfolio are reflected in their price.

TSE 300 =17.06
@=1394

Per cent Book Value Growth
Thisis ameasure of what rate the book vaue of the portfo-
lio's companies are expected to grow at.

TSE 300 =6.48
@=829

Per cent Quarterly Earnings Growth
Thisis ameasure of what rate the profits of the portfolios
companies are growing at on aquarterly bass.

TSE300=-1.74
@=3.74

@rgentum has probably one of the better
fund company websites. Details on their
valuation methods and fund breakdowns by
company can be found there:

http://www.rgentum.com/en/index.htmil
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RESP or In Trust Account

Which is Better ?

Probably one of the biggest abuses perpe-
trated on well-intentioned Canadians has
been the RESP and most recently the
Canadian Education Savings Grant
(CESQG).

Background The RESP was created as
a way for Canadians to save for their chil-
dren’s education without the growth being
taxed under the regular attribution rules.
Normally, when you give your child money
and he or she invests it and it earns interest
or dividends, this investment income is
taxed asif you had received theincome. It is
“attributed” back to you. These attribution
rules were intended to curb potential abuse
by parents trying to slough off income to
their children who are taxed at a lower
marginal tax rate. However, if you give your
child money via an RESP, these attribution
rules do not apply.

Previously the rules governing the RESP
were onerous. |If your child did not attend a
qualifying institution (ie college or univer-
sity), al of the growth: interest, dividends
and capital gains went to the educationa
institution that you designated on your RESP
contract.

A lot of money went to these institutions
because children did not go to university. In
the province of Quebec, almost half the pop-
ulation doesn't complete high school et
alone go to university.

The abuse started with the scholarship
fund companies that made a business out of
selling RESP's. Their salespeople would
scour birth notices in the newspaper and call
the parents of the newly arrived bundle of
joy to set up an appointment to discuss this
wonderful program.

Typically one of the parents would fall
prey to the salesmans convincing arguments
- “You want what’s best for your child don’t
you? You want your child to go to univer-
sity don't you?’” Then the next few minutes
would be spent completing applications to
purchase an RESP made up of short-term
money market instruments and government
bonds with a hefty management fee and sales
commissions. Often these amounted to more
than the parent would have paid in tax under
the attribution rules.

So bright financia planners, seeing what
was happening, suggested to these parents
“Why don’'t you set up an ‘In Trust’ account
and instead of purchasing short term money
market funds and bonds which pay interest
and attract tax - buy growth funds and don’t
sell them until the child goes to university
and you need the money?’

At first the client couldn't beleive that
you wouldn’t pay tax on the growth. The
planner would explain that under the in-
come tax attribution rules, while interest and
dividends are attributed back to the parent -
capital gains are taxed in the hands of the
child (or grandchild, nephew, neice, €tc.).
Then the planner would explain the
“Generally Accepted Accounting Principle”
the “Realization Principle” which essentially
states that you don’t count your chickens ‘till
they’'re hatched. Just as Revenue Canada
will not alow you to deduct un-realized
losses, you don’'t have to pay tax on un-
realized gains.

One of the biggest advantages to this
strategy was that should the child not attend
university you keep the money in the family
and the educational institution doesn’t get a
dime.

The government, seeing what was going
on - al of this money collecting in trust
accounts, decided to change the rules to

(Continued on page 7)
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Rule of
Acquisition # 17

A bargain
usually isn’t.

(Continued from page 6)
make RESPs more attractive.

Firstly they changed the rules about hav-
ing to give the growth in the plan to the
educational institute should the child not
attend university. What they said was “Y ou
can have your money back and all of the
growth. You don't have to pay the univer-
sity but we want 20% of your growth as a
special tax, and by the way, the remainder is
taxed at your margina tax rate.” To make
matters worse, dividend income and capital
gains are treated as ordinary income in an
RESP.

This wasn’t enough to get people to stop
putting money into “In Trust” accounts so in
the last budget the federal government threw
in the Canadian Educational Savings Grant
(CESG) and said we'll give you a break.
Whatever is |eft over after educational assis-
tance payments have been made, or if your
child doesn’t attend a qualifying institution,
you can transfer the income from the plan to
your RRSP up to a limit of $40,000 or your
RRSP contribution room limit, whichever is
smaller.

Wow! The government is going to give
us money! What a bargain! Have you
noticed lately that just about every financial
ingtitution is telling you how much it’s going
to cost your kids to go to school in the year
2010 and what a great vehicle the RESP
coupled with the CESG is to help you pay
for this? Pay close attention to Quarks' rule
of acquisition #17 - “A bargain usually
isn't”.

| am going to show you that this is the

10% Growth, 10% Growth,
$2,000 / year RESP $2,000/ year
Contribution plus In Trust
Canada Education Contribution
Savings Grant No CESG
Year End Year End
Age Value Age Value
0 $2,640 0 $2,200
1 $5,544 1 $4,620
2 $8,738 2 $7,282
3 $12,252 3 $10,210
4 $16,117 4 $13,431
5 $20,369 5 $16,974
6 $25,046 6 $20,872
7 $30,191 7 $25,159
8 $35,850 8 $29,875
9 $42,075 9 $35,062
10 $48,922 10 $40,769
11 $56,455 11 $47,045
12 $64,740 12 $53,950
13 $73,854 13 $61,545
14 $83,879 14 $69,899
15 $94,907 15 $79,089
16 | $107,038 16 $89,198
17 | $120,382 17 | $100,318

case with RESPs then you are going to
thank me and your children are going to
thank me.

Let’s ook at the two tables on this page.
The one on the left shows what you would
have in an RESP if you made the minimum
contribution required to get the maximum
CESG of $7,200. That amount is $2,000 per
year for 18 years (starting before the child's
first birthday), or $36,000.

The second column shows what you
would havein an “In Trust” account with the
same $36,000 investment. Both examples
assume a 10% growth rate.

It's obvious to everybody that $120,382
is better than $100,318 correct? | disagree. |
honestly believe that nobody has crunched
the numbers. | don’t think that there is a
single financial advisor in Canada who has

(Continued on page 8)
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taken the time and effort to see what happens
to RESP money as it is disbursed. If they
did, then nobody would be selling these
things.

Let’s assume that a four year university
progam sometime in the future will cost
$60,000. That's $15,000 per year for four
years for tuition, books, travel, labs, food,
lodging etc.

At the end of the childs education we
have this $99,675 to dea with. We are
allowed to remove our contributions tax free.
The contributions were $36,000. That
leaves $63,675 that must be brought into
income. The best possible scenario is that
you have $40,000 RRSP contribution room
in which case the amount that has to be
brought into income is $23,675.

If you are in the 50% margina tax
bracket, when you include the 20% penalty,
the government gets $16,572 and you get to
keep $7,103. If you had contributed the
maximum amount to your RRSP each year
the amount that you give to the government
is $44,572 and the amount you keep is
$19,103.

If your child doesn’t go to university you
have this problem on $120,382 plus you
have to pay back the $7,200 CESG.

With the “In Trust” option | am left with
$70,299 if the child goes to school and
$100,318 if he or she doesn’t. If the child
goes to school and at the end of university
you decided to cash out of this, the child (not
you) has to pay tax on the capital gain. A
rough calculation is as follows. The capital
gain is $70,299 - $25,307 (approx adjusted
cost base) or $44,992. Only three quarters of
this is taxable or $33,744. Using Ontario
1997 tax tables with only the basic personal
credit tax owing on this is $7,569. The
remainder of $62,730 staysin the family!

RESP Option

Opening RESP balance age $120,382
18

RESP Withdrawal -$15,000
Balance $105,382
Opening Balance age 19 in- $115,920
cluding growth

RESP Withdrawal -$15,000
Balance $100,920
Opening Balance age 20 in- $111,012
cluding growth

RESP Withdrawal -$15,000
Balance $96,012
Opening Balance age 21 in- $105,613
cluding growth

RESP Withdrawal -$15,000
Balance $90,613
Balance including growth that $99,675
must be

brought into income.

In Trust Option

Opening RESP balance age 18 $100,318
\Withdrawal -$15,000
Balance $85,318
Opening Balance age 19 including $93,850
growth

\Withdrawal -$15,000
Balance $78,850
Opening Balance age 20 including $86,735
growth

\Withdrawal -$15,000
Balance $71,735
Opening Balance age 21 including $78,908
growth

\Withdrawal -$15,000
Balance $63,908
Balance including growth $70,299

If the child didn't go to university and
decided to cash in his $100,318 the capital
gain is calculated as follows. $101,318 -
$36,000 = $65318 x .75 = $48988. The tax
on thisis $13,946 in Ontario using the 1997
tables and only the basic persona credit.
This is what the government gets and the

(Continued on page 9)
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family keeps $87,372!

Next question - is $15,000 from an
RESP better or worse than withdrawing
$15,000 from our growth funds?

If the child lives in Ontario and pays
$1,500 in tuition and attends school for eight
months his or her tax payable would have
been $1,500 in 1997.

For the child who withdrew funds. The
capital gain is caculated as follows:
$15,000 - $5,400 (cost) = $9,600 gain of
which 3/4 is taxable or $7,200. Guess what,
the child pays no tax and can transfer unused
creditsto his or her parents.

$1,500 in additional tax is amost the
equivalent of four years CESG. Unfortu-
nately thisis repeated for four years.

In most provinces there is also a student

loan and bursary program. In Quebec, a
single person not living at home with a
$15,000 RESP income would receive $0
bursary (free money). The same person with
a $7,200 income (In Trust option) would
receive a $1,200 bursary. As with the in-
come tax payable, thisgoeson for four years.
Lastly, not all parents are comfortable with
the idea of their children coming into alarge
sum of money at 18. They are concerned
that the kids will go out and buy a Harley-
Davidson or join some weird cult. My
clients who feel that way keep the growth
funds in their name but ear-marked for their
childrens education.
Conclusion: Stay away from these plans,
they do nothing for you and could cost you
thousands of dollars in needless taxes and
lost bursaries. Not everyone will agree with
me, but I’ ve cruched the numbers starting at
different ages and for various contribution
levels. If you get a different result after
you’ve crunched the numbers I'd like to
hear from you.

Turner

Guarding Your Money
in Uncertain Times

Some people have remarked that this
book should have come out a few months
earlier, in time to avoid the recent financial
crisis. | couldn’t help noticing that many of
the valuable insights and practical tips were
previously addressed in Garth’s newsdletter
“The Turner Report”. You may want to
consider subscribing to this newsletter so as
to avoid this problem in the future.

Almost half the book, 126 pages are
dedicated to “ The Great Threats, and How to
Survive Them”. Each major threat is identi-
fied with examples, charts, illustrations and
asummary at the end of each chapter. Some
of these threats are:

Market Meltdown,
Political Instability,
Retirement Crisis,

Tax Creep,

Outliving Y our Money

The second part is entitled “Where to
Keep Your Money Safe’. Fixed Income,
Stocks and Mutual Funds are examined.

The third section is“How to Help Y our-
self”. Thebulk of this section is dedicated to
“Why Everybody Needs an Advisor” and
“The Best Defence: Knowledge”. Some
worksheets are also included.

I’ve said this before, and I'm saying it
again. Read his books, subscribe to his
newsletter and attend his lectures.

Thisbook isa“must read”. To purchase
it directly from Garth go here: http:/

www.garth.ca
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To subscribe to this on-line newsletter
send email to: doughudson@rrsp.org

ThisNewsletter has been prepared
for you by:

Douglas F. Hudson, CMA, MBA, CFP, CD
Investment Representative,

KPLV Financia Planning

100 Alexis Nihon, Suite 595, Montreal,
Quebec, H4AM 2P1

TELEPHONE: (514) 855-0505
TOLL FREE: (888) 855-KPLV
CELLULAR: (514) 830-FUND
FAX: (514) 855-0145

SPECIALTIES: Mutua Funds, Fixed In-
come, RRSPs, RRIFs, Insurance Products,
Financial Planning, Retirement Planning,
Estate Planning, Tax Planning, Leverage
Strategies.

LANGUAGES SPOKEN: English and
French

E-MAIL: doughudson@rrsp.org
WEB SITE:
http://www.rrsp.org

PROFESSIONAL
Certified Management Accountant (CMA)
Certified Financial Planner (CFP)

EDUCATION

M asters Degree in Business Administra-
tion, St. Mary's University, Halifax, Nova
Scotig, 1982. Bachelor of Arts(Honors) in
French from St. Thomas University, Freder-
icton, New Brunswick where he won two
academic awards: 1) The Dr. Marguerite
Michaud prize for studiesin French Cana-
dian literature and 2) The Romance Depart-
ment prize for studiesin linguistics. The
third year of this program was transferred
from I’Université Laval.

BACKGROUND AND EXPERIENCE

Doug has spent the last five yearsin the fi-
nancial services sector. Prior to that Doug
worked for the federal government as a bud-
get administrator and internal auditor. This
followed several years as a comptroller for a
medium-sized firm and several years with
KPMG as an accountant.

Useful Links

Fund Performance:
http://www.globefund.com
http://www.fundlibrary.com/home.cfm
Financial Advisor Pages
http://www.fapages.com/links.cfm
Garth Turner’s Website
http://www.garth.ca/Default.html

DISCLAIMER

Don’t buy anything based upon what you
read here! That’s not how you buy mutual
funds, invest or conduct your financial plan-
ning. You buy investment funds after hav-
ing sat down with a qualified, licensed pro-
fessional and after having determined that
the fund in question meets your require-
ments and that it fits into your overall plan.
Always take the time to read the fund’s
prospectus. Fund companies spend a lot of
time and money paying accountants and
lawyers to prepare these things - read them.
Ask your financial advisor about what you
read in the prospectus. Go over the finan-
cia statements, and the comparative perfor-
mance figures found therein.

CMA (&2
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